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& BSTRACT

The Department of Defense petroleum distribution system

utilizes ilitary Sealift Command zontrolled -lear product

tankers as its primary element of sealift transport.

Relying upon the commercial taaker fleet for the majority of
its fleet requirements, ISC is presently facing the decline

of that industry due to strong economic ani political

factors. The reacticn and behavior of both D:D and ISC to

this changing resource scenario has generated considerable

attention and debate. This thesis attempts to depict the

overall structure of the DOD petroleum distribution slstem,

MSC's product tanker rola in that system, and potential

alternative behaviors with regard tD te apparent inevitable

decline cf the product tanker industry.
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"The Department cf Defense is the single largest energy

consumer in the United S ar s" 'Ref. 1]. X Ithcugh the

federal government accounts for cnly about two percent of

the nation's total energy use, DOD is the largest gcvernment

ccnsumer representing approximately 81 percent of tha "

total. The majority of DOD energy is in the form of petro-

leum, oil and lubricants (POL) with annual consumption

equating to 250 million barrels of oil. it h over five

percent of *he DOD budget devoted to energy expnadiu::es, it

is reasonable to expect a fairly intricate and well-planzed

strategy dedicated to the management of energy resources
[Ref. 2 ].

DOD's primary concern is not only to acquire the neces-
sary energy (and in the form required), but to transport

that energy to the place where It is needed in the timely

and consistent fashicn required in order for DOD to perform

its operational mission. Because of the supply and price

d-.srupticns of the past decade, 3OD must also be vitally

concerned with achieving both secure and assured sources of

energy. In spite of the difficulties of the aforementioned

tasks at the outset, DOD nonetheless levies an additional

requirement that all these actions be performed for the

least cost. The latter represents a duality of purpose

(cost efficiency vs. readiness) which pervades the entire

system of DOD petroleum acluisition and distribution.

Of particular interest in this thesis is the sealift

component of POL logistics, the clean product tanker. Prime

representative of the Merchant larine in this area of

support, and generally believed to be an important element
of strategic planning, the clean product tanker fleet is

6
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currently in -he depths of a serious depression. !n addi-
tion, this specialized fleet is facing potentially harmful

legislat:on which threatens to diminish its size such that

it will be incapable of providing the support requi:=i by

DOD.

The impact of this potentially chaaging -invironmen-: for

POL sealift on both the DOD pe:roleaa distribution syst-m in

general, and on the Military Sealift Command i particular,

is a current focus of attention f:r both logisticians and

strategic planners. It is considered pe-zin-n-, therefore,

to .xamine the economic and legislative factors involved in

the future of the clean product tanker fleet, ana tc attemp-:

to reach some conclusions regarding its future viability as

a DOD asset in POL sealift considerations.

To that end, Chapters iI and III will discuss the DOD

petroleum distributicn system in general, and the role of

the Military Sealift Command within that system specifi-

cally. Chapter IV will examine the supply and demand forces

which impact n the tanker fleet, and will be followed in

Chapter V by a discussion of the specific legislative

factors involved in tanker forecasting. Chapter VI will

atte mpt to pall this information together in a general

summary of the current clean produzt tanker fleet status in

order to draw general conclusions for Military Sealift

Command behavior in this potentially changing environment.

7
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II. BACKGROUND

In order to fully appreciate the role of the Military

Sealift Command (mSC) and the clein product tanker in POL

logistics, it is necessary to understand the generalities of
DOD petroleum consumption and the basic workings and key

players involved in the distribution system. This chapter

is, therefore, devcted to estaolishing a framework of

general information to assist the reader in placing later

discussions in the prcper perspective.

A. DOD PETROLEUM CONSUMPTION

Because of the very nature of tae DOD business, the use

of petroleum represents yet another duality of purpose which

impacts heavily on distribution concerns. DOD faces two

general requirements in this area: 1) to acquire and

distribute sufficient petroleum and petroleum products to

meet peacetime day-to-day operations, and 2) to acquire/

distribute/store POL to meet war and contingency needs.

The former, labeled the Peacetime Operating Stock (POS),

represents the annual turnover of DDD petroleum acquisi-

tions. POS requirements are developed by the individual
military services on the basis of geographic location,

resupply logistics and anticipated requirements.

War Reserve nateriel Requirements (WRMR) are defin.d as

the "quantity of POL required to equip and support -he mili-

tary forces in hostilities until resupply can be estab-

lished" (Ref. 3]. WRMR requirements are also developed by

each military service, with input concerning formula compo-

V. nents and recommended areas of consideration from the

hi Department of Energy in the Office of the Deputy Assistant

8

1R_ !%



Secretary of Defense (Logist2.zs iad Material 3anaageM an).

These antici-pated requirements ultlzataly become JCS zeccin-

mendaticons, a-ad finally Daf ense Gu-Idance objectIves. A s -:he

first major DOD budget documen~t, -th_= Defense Guiwdance ss-

tially f inalizes the service :ecomieniiations into raquired
amounts of petroleum for a stratsgically a tein s.irn m

of days of supply to be m=4inta ned.

At least a portion off the i riJvin g force behind FOL

logistics lies in the way in whIch these two a-ane ra I

requirements are treated. Figure 2-1 illust:rates that, if

both requirements were stored In -a single t-ank, th'ae *4 R.4R

would theoretically f loat on -the POS volume. The 7otai

amount of fuel in the tank and the anoun: of POS !er7=:~

as fuel is used, but the amount of WR.MR would rema--n invio-

late. Thus, logisticians must be zonicerned wit. two se~a-

rats but related tasks: meeti.ng war reserv reurdanut

for storage, as veil as constant upkeep of P03 sc as to

allow the war reserve to remain untouched.

There is considerable concern regarding this aspect of

.4POL logistics, based upon recent experience during the oil

*embargo of the 1970's. Duri-ng that time, sufficient P05

requairements co'ild no- be met, and DOD found itselfl dipping

into war reserves in order to maintain its peacetime oper-

ating forces [Ref. 4]). The potential impact of such a prac-

tice in the event of hostilites i sign-fcnl

detrimental to the carrying out of strategic planning.

Thus, the heavy emphasis placel upon the separateness of the?

two POL requirements is being very closely enforced and

Monitored at this time. The burlen of this policy fails

upon the acquisition and distribution system to maintain POL

levels for both requirements.

Although Figure 2-1 depicts both P05 and WRMR in a

siJngle storage unit, this is not necessarily the case.

9



Considerable funding and planning Ireted toward acqui=in

necessary storage facill'ties worldwide for WRMR. A"th.OU(7h

POS Is best stored in close proximity to users, W R MR l an -

finag dictates that storage flaclit:ies be located nct- only

close to users, but in anticipated areas of need. The

* mpact upon the distribution system may be a brcai''e..ing of

structure to meet diverse geographi4: supply areas, ,or (as is

*-more often the case) a limiing effert as ot-her geographi-

cally available modes of transport are found. The latter

aspect will be discussed more 'fully in a later caapter.

The importance of the planning phase of DOD petroleum

consumption lies not cnly in the :.ntri'cacies and st-ratecles

of its oper-ation, but in the impart it has on shapina the

s-:z-ctuze of the organizaticon to whiom in- assi-gns action for

-*carrying out!- these plans. By necassity, DOD must ut-ilze

the consi'derable military assets at its disposal to carry

out its POL lo)gistics, yet me! I them into such an crgani za-

t tio n that accepts dedication to DOD :esquirements above and

beyond individual service loyalties. The key player in this
DO D network of POL logistics is thne Defense Logistics
Agency' s D efean se Fuel Supply Center, located at Cameron

Stat ion in Alexandria, VirginiLa.

B. DEFENSE FUEL SUPPLY CENTER (MFC)

Until 1973, each military service handled it.s own POL

diLstribut-ion and funding activities, with DFSC acting prima-

ri'ly as a fuel procurement activity. in that year, however,

DFSC was designated the "fIntegrated I1ate~iel klanager" for
bulk petroleum products. Wi-th thtdesignation cam e the

responsibility for procurement, oinership, accountability

and distribution of POL used by all components of DOD. DFSC

also buys crude oil stocks for the Strategic Petroleum

Reserve and fuels fcr specified federal agencies [Ref. 5].

10
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The Defense Logistics Agency acts as thie parent organ-_z ::on
and overseer- of DFSC activities, rorngto the Offi:4CS 0f

the Secr:etary o1f Defense as needed.

DFSC Is Ir-Iial respor'siblt y is the collectio of4 7)01

data from the m.!it ary serv ices, wlhi ch is then USed rn th=e

compositono the Inven~tory Managazant Plan (11P).

"The IMP is a two-volum=e oublication that Dzo vi-ies !ata
on stcrage availability ahd pro-duct inventory wich is
to be oositioned geographically in supporz or peacstime
operations and :e-pDositionell war -a s ?rVS mater iel
requirsments" [Rtef . 6].

ThS II? is the most important plannirg d ocum ent in -. DFSC

activiti---es, since it entails the amount s of: fuel a nd tb-h:

areas in. wn ich it will be needed luring -:he uocmirg ::Sca..

ye-ar. Published annually with. regular quarte-rly changes, it-

is also undated on a constant daily basis to refLect changes

irequirements or milit:ary force structure changeqs. luch

of the information that i s collec-ted for this document ~

ref e-ctzea in the Defense Ga 4dance budget4ing propo)sal.

The collectio of the data for the IMP isaccomplished

through the work of DFSC Defense Faa1 Region (DFR) o f fice Z

and Joint Petroleum Officss (JPO) , which are established by

the overseas Unified Commands. These two field agents

provide liai]son with DOD customers3 aad t ra f fic management
for deliveries within their areas worldwide. In addition,
these offices ma int'1-a in constant contact with customers

concerning future deliveries aad sabtuit monthly "Isla-tes" of

updated iformation to DFSC regarding requirements for the

type of product, quantity and data of the :north rsquired.

Based upon the IMP and the monthly slates, DFSC schedules

its acquisitions and distribution of petroleum products.

Beyond the collection and consolidation of POL require-

ments, DFSC is also responsible for ensuring that sufficient

storage exists to maintain required inventories worldwide.

1"1



To this end, they are authorized t.- con tract for anca

faciliti6es through ccnmrcial operators when ex~st~na '

tary service or DLA owned tan~kage is insufficient:. i y a

also involved in planning for tankag-a construction ni..zin

military construction funding withia the cornnental UnJ;:ied.

Stat es.

All POL azquisitions are considered owned by DFSC until

delivered t o the ultimate user. Acquisiti14ons are- mad:

utilizin:g the Defense Fuel Stock Fuad, which is raplanishei

by DOD use-r payments fo: POL received. I n tha event t ha-,

the military user iL- unable to store the requested POT, D:-SC

stzores the exzess within DLA owned tankage uinti. Such tim

as it can be delivered to the altimate user [Ref. 7]. DTSC

is also responsible for advJ'snc the mJiitazy services o--

recommended storage programs and addi-inal con~strcino

storage facilities when applicable.

The final major step in the DFSZ chain or responsibilit)

is the selection' and utilization of POL transportation.

Because of th ccmmercial nature of DFSC operatiosan h

DOD reguirement to run a break-even business with regard t,,

the Defense Fuel Stock Fund, the selection of transportatior,

mod es is not limited to mili1_4t ar Iy available fIacilities.

DFSC is billed for all transportation costs associated wit

the movement of its POL, including per diesm, demurrage,

deadfreight and diversions when appcopriat e. Transportatn-o!

cost:s are the most easily manipulated for potential savings.

As POL prices continue to rise, DFSC is more and morg
coneredwih cutting costsi the area of transportation.

P-DSC is now utilizing a growing number of alternativ(

commercial modes for POL movement which represent c os,

savings. In the overseas area, where pipelines and refi-n-

V ~ eries are relatively abundant, DFSC has shifted emphasis t
the acquisition of local POL and listribution by pipelini

and tug-barge co mb inat ion s to meet i ts overseas needs,

12



There are, -low ever, t wo specifi": military oraarza-:c

dedicated to the supocrt of DFSC POL transportation.

In accordincz with DOD directi_vss, the n1ilitary Traf4.i:
Management Command i4 dasignat ed as the DOD si ngle manager

responsible for providing DFSC the requiremsnts for th=e

movement: of bulk cet:claum using land t:anspo_-ration wit -In
the continental United States. Land transportation in --his

in.st-ancs i-claudeS Water MOVeuerS -11. YWithin thPe Gr =a-:

Lak es , inlan! waterways, an.I th-e. inre: a.-d intra coast-a2

waterways.

DOD directives also def ins- --he Secrezary of the Navy as

the "'single manager for ocean tran sportation", w It-h t h

%1-;lit4ary S-:a!if t Coammad desi'gnatad as ai aent for
"porovi ding transportatiJon support t.o, DFSC for the mo vsm en t

of bulk petrol eum products utiiigtakrndo ca

going barges" [Ref. 8).

ABecause of the subject area of this paper, the Milar -=y

Traffic Management Ccmmand and i-ts POL distribution will not

be further discussed. The Militarf Sealift Command will be
examined in the succeeding chapter.

in conclusion, although the en-tire DOD petroleum plan-

nling and management network is highly int-ricata and widely

dispersed among government and military components, ths

ac tal acquisition and distribu t1on system in general
involves only three levels of coordination: the users

(military and selected government organizations) , DFSC, and

the flTMC-MSC-ppeline transpcrtatioa system. These levels

and the corresponding flow of information between them (from

an fISC viewpoint) is depicted in Figure 2-2. It is impor-

tant. to note that, although the key players in the POL
distribution system are all assigned or belong to specific

departments of DOD or the military, the actual coordination

tends to reflect a lateral or horizontal system within the
vertical orga-aizations involved. Specialists representing

13



all departments work together on a la-eral basis caur

POL levels and d istr ibu tion re quirz enat s ar=e a 9t si i. z 17
and effectivel.y. A consiierable orc:of thS ccmmiunJ:ca-

ti onT is handled by di-rect phone contact betwesn cocrd--natn-I
partis, wih backup paperwork submittad in large ?ar t

the fact (particularly insofar as aztual schedales chanae).

While all_. players in th-e system mast report t o their

s:pecific deoartments, there as a strongly emo.h'asized hlio - -

- ~ zontal :asponsibility for Personal contact and coordination
wit-in the distr-ibution, revolving pr-imaril aondDFC

Ona might al!most- Contend that. thise k~ey players must answer

to qwo masters: the milit1ary and DOD depDar.tmental struc-

ture, and the DOD petroleum diJs tr ibution systam.

14
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III. DOD PETROLEU41 SEALIFT

The sealift component of the DOD petroleum i'str-_:bution

system is th e clean product tanker fleet, which is

controlled and operated by the 11illtary Sealift Command i

Washi6ngton D.C. A special branch within MSC, the Tanker

Division, i.s specifically charged with the day-to-day opera-

tonal responsibilities of maiLntaining and operaigth S

tanker fleet. This chapter is devoted -.o a dsscriJp-icn of

-those srpeci6fic responsibilities, and the Dart the clean

product tanker plays In MSC POL operations.

A. MISSION AND STRUCTURE

As MSCts representative ir. the distribution network, thea

Tanker Division specifically defines its POL mission as

follows:

... to operate the MSC nucleus tanker fleet and other
bulk 'POL carriers acquired by K!SC to meet bulk POL lift
requ::ements; and to arrange for commercial shipqoing to
meet DOD and DOD sponsore bulk petroleum lift re aiure-
ments with maxium effi~ciency and economy" (Ref. 9].

*The Tan-ker Division fleet is primarilly involved in

*point-tlo-point delivery of refined petroleum products to

military installations, limited (but increasing) numbers of

deli4.veries to Navy ships at sea, and the transportation of

crude oil in support of the Strategic Petroleum Reserve

(DOD's crude war reserves).

The division is divided into two branches: the Tanker

Operations Branch and the Tanker Ninagemeat Support Branch.

The Tanker Operations Branch is responsible for exercising

direct operational ccntrol over all tankgrs assignezd to or

Us 17
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chartered by ISC ( Ref. 10]. In adiition, this branch .s :n

primary contact with DFSZ_, and conducts direct and daii1v

li-aison with that office con~cerning all changes in e~~
operations or lift requirements. ThTak:Oetin

Branch prepares zonthly estiates of t:anker fleet ca ra-

bility, and accordingly initiates requests f:)r a,-'-ditonal

charters or release actions to reduce ca oaoi1it Y where

*reqaired. it is alsc responsibla for prepa~ing and :-n-4ti-

ating all adinistrative paperwozk for tanks. operat7:nc-s

includig schedules, routing instructions and s ail1ingq

orders. Because of the close liaison required with DSC,

all tanker operations are controlled from this branch in

Washingt,:on D.C. Representative assistance i s providsd,

*however by :o-ocatiJon MSC offices as well as EFR and J?,)

personnel overseas. The Tanksr Operations Braach is also

particularly concerned wit h Qualitl Assurance Irspectiors,

which are conducted on each tanker prior to POL loading.

Failure to achieve ' a required rating for the type of fuel to

be loaded r-esults in costly delays and schedule adjustments.

Therefore, all prospactive charter tankers are inspected

prior tc firtal agreement, adrequire approval of this

branch befcre contract signature. This is p)arti-cularly

important because product tanka:s are, theoretically,

capable of switching from crude to- refined product loads,

and many do s,3 on the basis of shifting demand.

The Tanker Management Support Branch is primarily

responsible for:

"developing, coordinating and 'n-egrating long and
short-range operational aplans, policies and Frocedures

PL for the worldwide movement of petroleum products- moni-
toring and ensuring the accurate prep arhtion ot onera-
tional data upon which the monthly MSC POL billings' are
based; and developing and preparing the division over-
hed de sbiso for the operating and planning
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B. HSC FLEET SIZING PROCEDURES

The actual tanker fleet maintained by MSC and trne Tanke_

Division is based upon reqairements and predictions dic-ate

by DFSC. Initial planning requirements provide the aariies-

indication of the number of tankers needed, and are

submitted to ASC by DFSC approximately 15 to 18 acr.nhs prior

to the fiscal year. These are the saae requirements used in
the previously menticned Inventory lanagement ?Ian, which is

used in the presidential budget subaission. A second set of

data, the operating requirements, is subnitted by DFSC about

6 months prior to zhe fiscal year, and represent a more

accurate presentation of the types and amounts :f flel ro be

moved. This set of data s used by ISO to develop an appro-

priations budget for fiscal year op-rations.

Utilizing these two sets of data from DFSC (which in

total reflect a detailed listing of require.nents including

the number of barrels to be shipped1, the area of origin,

destination port, product type ani the month in which the

movement is tD occur), MSC conducts a detailed step-by-step

procedure to convert these requirements into Ha.dy Size

Tanker (HST) equivalents. The rational behind this oroce-

dure is based upon the fact that this particular size tanker

represents the most efficient and capable transport of the

generally small amounts of DOD petroleum and petroleum prod-

ucts to be shipped. A perfect HST is defined by MSC as a

25,293 DWT clean product tanker with a speed of 16 kts.
Utilizing these limits, the MSC tanker fleet is then

converted into HST equivalents, and the resulting HST

requirements and HST fleet is compared (after certain manual

adjustments for "real world conditions") to ascertain the

capability of the MSC fleet to meet DFSC requirements

[Ref. 12].
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Based or this determination of the number of HST t_.er

equivalents necessary to fulfill ?3L requirements o: -h

fiscal year, the Tanker Division taen dIetermines t n'imba:

of charter taskers needed to meet the task.

MSC has four primary sources from which to obtain arldi-
* .tonal charter tankers: the lerchant larin.e fleet (U. S.

flag), the National Defense Reserve Fleet, the Ready Reserve
?leet, and the foreign flag fleet (which includes both -:he
Effective U. S. Controlled vessels and foreig n owned

vessels). The NDRF and RRF vessels are principally main-

tained for emergency purposes, although they are viable
for use by MSC if required. The tankers . these fleets

are, however, generally very old and would require extensivs

preparations to make them suff iceztiy seawzrthy. The

Effective U. S. Con=:clled tankers ire those oprating under

flags of convenience (Liberia, Panama, Honduras) which arm
owned by U. S. interests. These tankers are available for

requisitioning in an emergency situation only and, sJnc
they are crewed by sailors from around the world, represent

some concern to MSC as to the actual willingnsss and avail-
ability they offer. Foreign flag tankers are available to

MSC only by voluntary contractual agreements or nation-to-
nation aqreements. Therefore, in peacetime or limited

contingency situations, the only tinkers that are realisti-

cally available for MSC charter are those within the U. S.
merchant marine.

There are four types of charter agreements utilized by

MSC in expanding the nucleus fleet. Bareboat charters
involve a long ter, charter during vh~ch the tanker is

manned and operated by MSC government personnel. Nine new
tankers within the nucleus fleet were obtained through
"build and charter" agreements, whicn were based upon bare-

boat type charter practices. A sacond type of charter is

the time charter, which may involve a time period from a few
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weeks to several years, but requires that the ship cwner

provide crew and ship management for the term of the

charter. Under this agreement, the ship owner pays all
costs except fuel, port charges and canal tolls. As In

barebcat charters, time charterer's pay a hire fee which may
be based on either D T per month or dollars per day. The

third -ype of charter is the voyage charter, which may be

expressed in either consecutive or single voyage format.
The single voyage charter (oz "sp)t charter") ts the cne

most ofte. used by MSC to meet emergency lif requirements.

This agreement provides for one shipment only, and remumera-
tion is based upon the amount of freight carried (i.e., set

amount per ton of cargo). The last zype of charter agree-

msnt 4s the Zontract of Affreightmen., which specifies an

amount of cargo to be carried in an agreed upon trade and

time period, but dc.s not require the own-r to commit

specific ships. The owner is reguired only to meet ths

requirements spelled out in the =ontract regarding t ank
coatings and size of tanker, and is paid based upon a rate

per ton of cargo.

MSC utilizes the Navy Industrial Fund for operational

expenses. This revolving fund is generally available to

provide working capital for industrial or commercial type

activities of the Navy which provide_ goods or services to

agencies of DOD (Ref. 131. This fend is not dependent upon

congressional approval since MSC charges customers ina
manner ccmparable to private business which is intended to

constantly replenish the fund. The objective for mSC tanker

operations, based upon both the type of funding and the DOD

emphasis on cost effectiveness, is to break evea rather than

return a profit. In actuality, M SC appears rarely to

achieve this goal. In fiscal year 1982, MSC operations

produced a total loss of $38.5 million. Petroleum opera-

tions were the only commercial cost category to show an
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actual cost decrease In that year (down $43.7 m I .. o:)

pr.imar;ily based upon a reduced necassity in that tims fram

for spot chartered tankers [Ref. 14].

MSC billing rates are desi-gred to apply uniformlyv -o all

shippers, with patrcleum rates based upon the size of M1SC_

controlled tankers and the number of loading aad discharge

stos on a carticular voyage (Ref. 15]. The NIF is consid-

ezed a particularly effective zechaaism for "controlling t:he

cost of services prcvi4dad and ffoc providing a method of

finan~cing, budgeting an d acc.oun ting for o perations"

(Ref. 16). it is aspeciallIy uSeful f or IS because i t

permaits immediate financing for peak per-iods as well as

controlled re trenchment during slac." psricds.

C. THE CURRENT MSC CLEAN PRODUCT TANK!vR FLEET

MSC's Tanker Division pressntl1y operates a fleet of 28
ships respressatina 793,000 DWT. (SeFgr -) Figure

3-2 illustrates the reduction in the ISC tanker fleet over

the past decade, particularly with regard to their HSI1

equivalent capability. Three facto)rs appear to have direct

influence or f leet sizing met-hodology which reflects this

reduction. rhe first of thes? factors is a reduction inr

lift requirements. Based partly on the steady decrease inP

* petroleum imports (to be discussed in a lat-er chapter) , this

factor also reflects DFSC policy to extend its use of piz e-

&_na networks to deliver petroleum products. Racentl.y DFSC

advised ',SC that it intends to utilize pipelines to deliver

approximately 14 million barrels of POL to U. S. east, coast

locations that have been tradit ion-ally served by MSC

tankers. MSC anticipates ithat this change alcne will reduce
their fleet of product tankers by four In the very near

future. MSC also faces t1he loss of an additional tanker to

pipeline and tug-barge

operations on the west coast.
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involving approximately 5. 5 mil.lioin barrels of pe r:c 1eua

products (Ref. 171.%

A saccnd factor impacting on 13SC fleqt sizng :nvz2.ves:

th e increasing number of: re stricted missionsa of MSC tai!,==rs, 4

which limit the number- of tankars available for Schadzin4--

an d theretv reduce f Ie xi-b iIt y w t h in the fleet. T hes e
missions ars defined as P:: Oriry Missions from which tarnksrs

cannot be diverted to meet ot her : aq u I zen.en7-s, anl2 includ?
long range Scheduling for carrier group support and snecialI

ice capable tankers .invclvel in Alaskan support operaticns.

A third factor is ths i-ncre.ase la tanker size. in order

to achieve economies of scale and 1-: r:ake advantage of lower
cr-adea p ric es, tankers hu-il t withir. the past few years have

tnded -:c be larger than the HST type rankers u Iliz=d byv

LSC. This eguates to fewer tankers- carrying a fixed amount

of cargo In terms of ISC, and againa :eiucszs both flxi bili- t7
and fleet s.;-za.

The MSC Tanker Division generally configures inrs flee--

to h an dle about 85 psr c ent of the anticiJ-pa ted anrual

requirements forecasted by DFSC, and rels largely upon

spot charters to meet additional emergency I-ft rqieet

during the fi-s)'cal year. 7-2 requiremients during the year are
less than expected, MSC has the option of placing ccntrolled

tankers in the fleet into a ready reserve status for limited

peri-ods of ti-me in order to match reaquirements and capa-

bilit11y, and Ithus achieve desired cost e-fficiency levels.

D. THE HILIT&RILY USEFUL CLEAN PRODUCT TANKER

Because of the relatively delicate charactaristics of

*DOD petroleux products, as well as the tendency toward
building larger product zarriers, the Military Sealift

Command has made an effort to distinguish between those

tankers considered useful to DOD requirements and those
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believed to be unable to aeet milltary specificaticrs. .

the commercial tanker business, anj tanker which m _-H

Minimum technical requir:ement s r- o arr Z ie y

dirty products may be called a "lo..duict carrier". In. manv

in.stances, this equates to a cruia carriae: that Has -:H=

capability cf carryi g one or two grades o~ d-irty ;u,?! on

occasion. 'Fj r DO D, however, t-ha pr imary empha sis 'S s on

con si4der abl1v more scphiS ti-Ca 4-ed t Inker a SW 1iZh meC- tn-:e
requirements for carr-yina avla-:ion auaIizy fuel. on tha.t

basis, .1Sc defines the m iitaril 1y useful clean orc, uc-

tanker as a "'vessel that is a~proiIalcaly coiled, cca-ted and

compar-tmentalized to enable i t to carry several craldcs of

Pe trol -Im p roCu ct s Without co7nta3Ina-::ng or mixj-g w it,
cthe r cargoes" ( Ref . 18]. n a Id t Jo, bc au se :e m a j or,;.ty

of clean fuel storage and r e f in In gf c _1 4tI;e s utlizred by

MOD are geared to smaller tankers, lighter~nq ani cff-shcr:?
d Iin is =h a r g- f a ci1_4tiJe s for deaan product ar vsr

liie.Tu,~Cadds to the de s-- ipti4on t he- s iz= -.n-i4a-

tiJon of between 10,000 and 53,000 DWT, whi.ch allows 'iss in

the limited draft areas of DOD POL load and discharge.

These two basic requirements, multi-product capable (which
is characteristic of the small clean product. t anker) and

between 10,00) and 50,000 DWT, d-3fina MSC's vi4sion of the
ilitarly useful clean :pro duct t anker.

Although the current s ta te of teclean pro)duct tanker

industry represents an excess of c:apabiliA.ty and therefore

ensures to some extent t1-he availabilit*y to MSC of spot

char ter and lo ng -term c Iiar=t er Vessels through thea

mid-1980's, MSC is alresady attemoting to identify other
types of transport with tesipn trades whic anb

utilized in the event the product tanker market continues to

5de cIi ne. There are three alternatives which MSZ has consid-
ered: tug-birge combinations, chamical carriers and large

tz- crude carriers.
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Tug-barge comb-nato-S In _he 20, OJO to 50,000 DWT ringe

aropea to offe r the best option in terms of draft ani

multi-cargo c a p abili--t y. .uch of zetig-barqe fleet- -oz-

sens reatively naw constructon (1973 and ltr n

of fears ad vantag. gs of recent- -3chogy adcnirbv

rowsr overhe=ad in terms of manni ng cost!s. A 'vincal tug

requires a czaw of a proximateiy zan, -as comp=ared with -:he?

average crew oftwe nty-five aboard a prodact tanker. The

main disadvantage to -he military ia i r th re-azlative slow

speed (average best speed about 10 k ts) and limited range

before reguirir~g refueling. T he l atte- r has played a largs

part ~n confining the tug-barge to the coastal trade.

Althnough' zrarns' ceanic t-ug-ba:ga Zo,_o 'a- 4 CnsZ do 9K: the y

do pzet :rs:r 1y r rie:a su f a~n tly "arge resc-=~e to

adequately fill the produ= t tanker role --n DOD. :n a-:dd--

ti-, based on the slow s pee' MSC belee h u-ag

couild not offar a one-to-one relaemsnt of product tarkers
ofeulsze (neal rule of thumb: 4 barges =3 tankers)

[Ref. 19).
T her e are: currently only a boa t 20 chemical c ar riers

under U. S. flag which could meat, -:he specificati:-ons for
cirrying DOD petroleum products. Although they offer advan-

tages sim-ilar to the product tanker, therei is a gen~eral

feeling that such tankers would be primarily involved in,

and essential t c, the industrial effort, p)art*icularly in

__terms of a contingency or war situati-4on . Thus the chemical
carriers are not ccnsidered an a vai'lable substitute for

product tankers at this time (Ref. 20].
The largest category of available alternatives to the

clean product tanker is the crude :arrier in the 50,000 to

250,000 DWT range. These tankers off er a considerable

capacity advantage in terms of Crude oil lift. Since,

however, most DOD POL shipments tend to be relatively small

in size based upon the type of products utilized (i. e.,
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a viation fuels) , these tankers would rspresent! excsss

capacity in DOD lift rsquiremqnts in addition, 0,1- Cof

approxinate3.y 76 such tankers avaiIA-bla at this cne, l:v

49 are listed as having the coated tanks required. Nora -of

t -ese 76 are carrying clean Product a-- this tine [Ref. 21].
Ever for thcse tankers with ccated tinks, seri Ous cconcerni is

evidenced by ISC regar"ding the abilit4-y c f ownsrs to suff-

ciently clean te tanks (after mnry years of ca-ry ingq cru de

for successful alapt:ation to clean products.

E. CONCLUSION

In -:he- final analy7sis, -:as MS: Tanksr Div s zn re 1iess

almost exclusively upon two srtltias f:r its bus in -ss: tohe

Defense Fuel Supply Center, wnizh rep-_sen~s~so

custome'Ir; and th e U. S. Y.sc haa t larine, Wotn s t

pri.mar-y source of clean product tankers. Any ch'aan g Ss i4n he

busi-ness of these two en:ti1es is reflected in the Tanker

Division business of4 POL If. IH a,: DFSC i4S especially

concerned with achieving zost saviags in the transportation

of netroleum is evidenced by : nrsngseopilns

an d tug-barge comb inati'ons. WhilIe MSC must also be

concerrned with -the cost efficiency of its operatnJons, it.

faces the equally important and frequently conflicting

re quire.-ent for fleet readiness to meet: contingency and war

situations. The latter requirement is particularly affecte

by the status of the U. S. Merchant Marine, which is jener-

ally recognized as the source fromi which support for war

opgrati4cns will be sought. In the case of M1SC, a declining

clean product tanker industry equates to a declining emer-

gency response capability. An examination of the current

state of this industry, and the forces acting on it, is

therefore pert-6in ent to an understanding of the potentially

changing environment which both strategic planners and MS_-

operational personnel must face.
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IV. STATE OF THE TANKR ND2STRY

The tanker industry in general has suffeed from

increasingly depressed business trends in th-- pas- several

years, resulting in a worldwide state of excess capacity

heretofore unequaled in the history of the industry. in

spite of certain advantages crear-ed by 1 a.gis lation ani

government subsidies (specifically the Jones Act and

Construction and Operation Differantial Subsidies) , the

United States tanker industry is also experiencing declining

business which is a direct reflectio. of world t.anker market

trends. :n aa effort to understand the current state of th?

industry, -his chapter will focus on a discussion of the

general supply and demand factors waich impact on the tanker

market, and on an overall pictur _ of the industry as it low

exists.

A. SUPPLY AND DEMAND IN THE TANKER INDUSTRY

Although the following discussion is sufficien-tly

general in nature to have application to the tanker industry
in general, an attempt is made to specifically relate the

factors in supply and demand to the pro-duct tanker industry

in particular.

1. Demand ia the Product Tanker Markst

The demand for tankers is essentially a derived

demand based upon the worldwide demand for oil. Put simply,

as the demand for oil rises, so does the demand for ways in

which to transport oil from origin to market, so long as

there is sufficient demand. This has traditionally meant an

increase in demand for tankers, which have served as the
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primary mod=- of ocean transport for oil resources. W~

competition irom other modes of oi transotnvedZt1

to some ext ent, this prim ary -factor) in tan~ker lrnanl, i

ramains nonetheless as the Single most important: ove:a

factor in the tanker market.

The woridwide de:mand for :)il may then be divi-deli

into three general subfactors whic!h directly impact o~ :, t

size and comosition of the -.anker flee: de.,ard ed. These

.subfactors .nClude the ge ogra phi4c, economic an r, o!-itiCal

cons ideratiocns o f th e world andI U. S .pstroie um :ar kets. I

is t6-he petroleum market which, nezeas Sar m. y, provides he-

primary impetus for product tankers spaciffically designe 1 o

carry refined products, and which i=9 s f rc -as c ft

th aS 6S .
Geographically, 'he inlzial considaration lieS in

t He locaticn of cr ude oil rssourcesIz in rlatio- -c e

refined product market. Theoretically, as long as oceans

separate crude oil suppliers from petroleum markets, tankers

will be in denand. In terms of oroduct -rankers, however,

this theory has lost significanlt impact in recenm y.ears.
Rfineries located close to the cruide oil source crnce rsoze-

sented the major origin frproduct tanker voyages, thereby

involving frequently long and costly routes ar! .- =trspcz-ta-

tion costs. rhe past decade has seen an increase in the

building of refineries in established and emerginq econcmies
close to the market sourc-e. These localized refinernes

allow petroleum markets to take advantage of economics of

scale by transporting larger quantities of crude to the

market area, thereby reducing tra-nsportation costs as well

as enabling the use of other traisportation. modes (i. e. ,

pipelines) . in deed , the localization of refineries effec-

tivel y encourages the construction and use of pipeline

dis-tribution, which results in a ceduction in need for the

* product tanker.
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An add'itional aspect of tae gogrp-cfco

tanker 41emand conce~rns the iepth 3Z: water V- :efirne~y -)Trt

espc'alysuitel for t-he oick-ao of refi-ned Drc duc:2.

*"Economically, a larce shio in- zean tr::ade um.ild lose
mo ney. It's sevcwulb nte o -ts large
=nough to a~comolat -tat o~ spend excessive time
in Dort, load4 ng and disc harging , b .:a use t he -_ roua'.put

- *of most ref~nertes and storage areas is still gearad to
the small clean product tank-ir" £ 39f. 221.

In spite of the draf-t restr ct ons -4hica seem to enhance '-n?

use of clean product tankers, "tn d and f:=r sbacrne

delivery of --lean product has been steadily droovin g for

twe--v years"' (Ref. 23]. :his i s againa pri mari ly the rssu

of: an increase in bct h localized refineries and Pipeline

dis tri.b u ti *onr. Alt hcught only a relIat-1ive= few o f t he deep

water ports and off-shors platforms allow Ilarge amourts of
crude to be off- loaded to refineries, more and more devel-

oping and major industrial ized nations are depending or a

system of pipelines to d istribute crude to, an d clean

product from, local refineries.

The economic factor in tanker demand is essentially
a 1 fcton of the relationshi4p bet ween crude and prod uct

consumpt.ion and the gr7owth in a nation's GNP and real

income. "Economic decline and recessio. will result in %
decline in oil demand and precipitata a decline in tanker

demand" (Ref. 24]. In addition to recessionary impacts, the

push toward oil. conservation and reduction of dependence

upon foreign oil sources (particularly in the U. S. m must

also be considerad in current decrgase3d consumpticn, rates.

* Figure 4- indicates -the decrease in United states petroleum

imports during the past decade. Although an increasing
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dependence upon, and availability of, Alaska- Norta Slopa

oil must be considersd a part of this decline, it is none-
theless an indicat ion of cur.ent tanker suzolus (which

reflects an established fleet arrying less a-d less

imported oil).

overall, the general catlco for future 0i4 ccnsump-

tion (and therefore tanker demari) tends tc be bleak.

Economic forecasts for worldwida economic growvta rarge from

3 percent to 4 percent through 6he end of the century

[Raf. 25]. Richard K. Orr (senior maritime advisor for

Exxor. Corporation) in a September 1982 speech to -he

. Shi?-Trans-Por t symposium in Rotterdam, forecasted the

following fcr world cil Iemand:

"Energy demand should grow less (than 3 percent -r
year) -- reflecting substantial improvemnts in -he
efficient use of energy. Since sources other than oil
are expected to supoly most of :he increase in energy
demand, growth in oil demand should be limit.d to less
than 1 percent per year. Moreover, grow4h in free-world
oil demand will be concentrated 'n developing countrils

(which is) ... exo=cted to d'uble from just over 20
i;rCqnt today to nearly 40 percent by the year 2000.

Bu since some developing countries are also oil
producing countries, :o 1 a emand growth in these areas
will not necessarily aid to tanker demand" (Ref. 26].

Any discussion of the ecoocmic factors in tanker

demand must also include some reference to oil prices and

oil availability. As :il prices continue to increase,

competition to reduce overhead =osts in the petroleum

industry also increase. As has been mentioned previously,

transportation costs are particularly vulnerable to efforts

to cut costs. Technology and conservation inspired innova-

tion have resulted in numerous cost savings, inzluding pipe-

line utilization and new tug and barge combinations.

Efforts to enhance tle use of alternative fuels are ongoing

in the worldvide struggle to acquire cheap energy.
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oil a va ILa b ilit y, currently con sid-:ed Ic be _

"ga t" proocr tions, has th'e capacity to simult in ou Sly

reduce -he need for extensive stcrage (both lind-tase'f and

a-fl:oat) and to speed up f lsst voya gas. As concern shifts

from c461 availability and the need to "'store oll a P on.t
wat er" to a concern Ao. t he cost of capital, tan kars are

likely to operate faster on laden voyages than in timsof

l.-mjted availabi1ity (Ref. 27].
Finally, wIthin the politira;!l arena, tanker demand

is affected by both legislation anaovernmental d Ict-:um s

rela ted to Intracountry oil4 tr=a nso rati -r.. rmoor-1 quot:as

an~d export prohibiticns impact upon tanker fleet s-ze and

tu Il:.Zat ion. A ru z n: xa m pl2. i, -,o1v es -lie A' askan Nio-th

Slope sorce in-he Unie Saes annornbisexct

and thezefore increases the demand for U. S. flag tankers

focr oil transport. Legislation zegaziing home couantry flaca

shipping can act as both deterrent and protector in tanker

de-aan d. Within the Uni-tad States, the Jones Act, protects

the U. S. flag tanker flee-t by restricting carriage between

StU. S. points to U. S. owned and operatad ships. Most coun-

trie as have similar home fleet protectio laws, which-

prohibit to some extent foreign taakar demand within their

port S.pIn conclusi on, the demand for tankers is generally

predicated cn how much oil needs to be moved and how far it

has to be moved. Geographic, economic, and pol itical

factors further impact on tanker demand by specifying the

type of tanker required and the size of the fleet needed to

fulfill the mar ket demand. Curretly, these factors are

impacting detrimentally on the product tanker fleet in

particular, by increasing transportation cost consciousness

and therefore making alternative modes especially attrac-

tIVe, and through a general reduction in oil consumption.

Particular U. S. legislation which is viewed as potentially
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threatening to the U. S. flaa proiuct tankar iidus-tv will

be discussed in the next chaDer.

2. SUDDI in the Tanker Industry

Tanker supply is a funcmin of both the currEzt

avilabl petroleum hauling business and future predict4as

for consumption. The oil bcom of tae 1960's, and the subse-

quent speculation that oil consumption would continue to

increase at the same rate, ancouraged the building of an

abundance of tankers. In spite of the energy consciousness
of the 1970's, worldwide cil z nsumption continued to

increase through 1979. Figure 4-2 illustrates this qene- al

inceasing trend, particularly among the cen-rilized scono-

mies, where both oil production and consamnnion re

expanding even into the present daeade. Dev:?lopi ng coun-
tries have also increased oil consuiption from 14 percent in

1973 to 19 percent in 1982. Most forecasts indicate tha-

this trend will continue but will have limited impact on

product tanker usage due to extensiv. pipeline utilizatior

and the hcme location of crude oil resources and refineries.

Within -he free world, the axpansion of the oil economy

appears to have ceased. Free world oil consumption dropped
12 percent from 1973 to 1982 as a percentage of total world

consumption. This is perceived as a period of "consolida-
tion and retrenchment" for free world oil consumption, which

is likely to last through the 1980's and, potentially, wall

into the next decade [Ref. 28]. &s oil consumption figures

continue to decrease, excess refineries in the free world

continue to be closed and pipeline facilities expanded to

meet the new demand for cheap transportation of oil.
The large number of tankers built in the 1960's

based upon the optimistic outlook for future oil consumption

reflected a trend toward construction which continued

through much of the next decade. Even in 1979, when extreme
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oil price increases an! related ptroleum iefic ncies

changed the world's v:ew toward the once easy .-_c'ir:e,

business for the product tanker fi est was extr e 1y goci.

Inoed, there were scarcely enoiga tankers to mee:t th

d mmand for the suddenly precious ptroeum. Tankers w=-e

required to iake numero'is stops at refineries dur:. nq a

single voyage in order to fill their tanks, ana -he surge

toward petrolaum storage was at its height as nations s rug-

g-ed to acquire suffficien- refined products to meet lemand.

Industrial na tions (primarily Japan) a tiliz ed product

tankers as well as crud- tankers t.- in-aa "huge fICa-nig

stockpiles" of crude and refined products (Ref. 29].

This peak ut i Izati cn of tinkers 11 no-, however,
continu- as vredicts-. As .r.de = oeca1e aore =vaiable

and OPEC members endeavored to "ncrzase purchases by a chas-

ta ned market by offering all manner of discount packages,

the incentive to store large amounts of oil decreased. The

emphasis changed to redacing -::ansportation costs and

utilizing localized facilities. The transport cf large

amounts of crude oil once acain bezame viable and reflected

the benefits of economies of scale in oil acquisiticn.

Increased output by non-OPEC coun ti:s (i.e., laska North
Slope, Mexico, Britain, Norway, aad Denmark) also impacted

on available business for tankers by reducing sailing

distances and reducing emphasis on th Middle East

[Ref. 30].

The tanker industry in the 1980's has found itself

in a state of excess capacity because of -he burgeoning

business of the 1960's and 1970's, the optimistic forecasts

during those decades for future oil consumption, and the

resulting trend by tanker owners to build more and more

tankers in order to take advantage of the market. In spite

of the rather drastic change in those expectations in the

early 1980's, many tanker owners (until fairly recently)
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continued to rstain surplus tankers in the belief t-at -. e

market would still turn around in thair favor. As tht

fallacy of that outlook became clear, ranker owners b_-gan -:

seek ways in which to reduce capacity and lower overh-ai

costs. An examination of the taaker industry today must

therefore include not only those tankers still in operation,

but those tankers which have been "laid up" an! -hose which

have ben scrapped. The fact that such a division of tanker

resources must be made is ample indication that the industry

is indsed suffering one of its wnrs: business periods in

memory.

B. THE WORLDWIDE AIND U. S. TANKER INDUSTRY TODAY

The current state of the worldwide ranker industry is,

in a word, leopressed. The 27 January 1983 issue of Fai'olay

explained the situaticn as follows:

"So deep is the current oil charter market mepression
and so ew are the rospec-s of any improvemen in the
foreseeable future that shipownqrs may be forgiven forquesstioning the viabilit or taying in -he 5us~nlss.
nlpownes efforts to halt and reverse the wideng of

the gap between tanker su2oly and demand resulted in a
doubling cf tonnage sold ror scrap and a record volume
of .tonnage committed to lay-ap. A simultaneous
shrinkage of world oil demand however, meant that all
these extreme and commendable measures imoroved thetrading scene not one jot" (Ref. 31].

Figure 4-3 illustrates the changing supply and demand

for tankers worldwide during 1931 and 1982, and the

resulting increase in tanker surplus. While the entire DWT
figures for the oil carrier market have changed relatively

little, the growth in inactive taskers and still operating
surplus tankers is extreme. The continuing use of surplus

tankers is an indication of tanker owner attempts to retain

excess capacity in spite of decreasing demand. Part of this

may be based upon some retained optimism, but a considerabl,4

portion is also based upon:
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'.a fast declinin2 level in the scrap value of, sai p-
0 n g a atut i n the scrap~steel. industry in -he ~

.ast, and a marked lack c,' inceat;.va for any dml:~
Yards to iaiozove their f acilites -r to irncrease -h.:e.z
capacity" (ttef. 32].

Teoperating tanker surls:mrss-ta~~

dead f right, increased pcrt time, excessive o=7riris c,: or;:-

nize an-! tampo)rary lay-up. Slow-steaming, considered ths

largest component of r-anker surplus, accour!ed for an ssti-
mated 73 million DWT (or- 57 Percent) of: the total Cperat_.r_,
surplus of 1991 of 127 mniLln -~ &~f 33] Alho a

least part of the r ea son ta nke r owners resort to Slow-

s--eaming is based on the soaring price of bunikers ovsr th-

ast sveral- years, it also raorazzenzs an atteqxot :o ke

vessels cut of lay-up. Dseadf~ei, a:, orpr- :g:z, n

especially prevalent among medium-slZed tankers, "where the

stucture or1 freight rat es Froiides the _ rcqntive t:0 accert
part-cargoes and to ente in to trades to restricte rf

ports normally served by smaller tan k=rs" (Ref. 34] .
The Inactive tankers represented in Fioaurs 4-3 include

those ta=nkers which have been idle in port for two months or

more, are lai-d-up, damaged, under repair or engaged in off-

shore storage schemes (Ref. 35]. As can be noted, 4nac-

tivi-ty increased sharply during the two years depi4c-t ed.

Figure 4-4 ill Ius tr=ates t otal wocdwide Inactive t onn a g

through the -third guarter of 1983, as well as reported sales

to breakers (or scrappinqs) in the tanker fleet. As scrap-

ping continues at these extr-eme rates, in spite of the steel

industry recession and reduced world demand for scrap, the

taaker fleet is "pruned" of some ofis excess capacity.

This is shown by the evident stabilization of ina ctive9

tonnage rates in Figure 4-4. Nonetheless, tanker surplus

worldwide is still estimated to exceed 150 million D W of

total oilA. carrier supply at this tize (Ref. 36].
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The Un::d Satsfa tanker fleet ccnsisten f d

vessls f 500 DT irmr n both clean and crude traze a

of 1 October 1983. Figure 4-5 :;lustra-es th e:csic- c f

clean product tan-kers since 197,9, which Ahas rasul-e-3: an
- . a1~ot ccpe -eversal of the ratio o f cleani to iy(r

crude) tankers during that period. hsi-de -from the a foren-

tioned economic factors, a considerable fa cto in

revrsal involves the rs ysalpouttnest h

crude trade provided by the Alaskan North Slope. -"he effCct
is nonetheless severe, oa::ticularly in -rer.s Of t he M4 1tar
Sealift Command and the DOD o_3,rclam istribatr syste:m.

Figure 4-6 further delineates the breakdown of thr- curresn'

invento:y o" tankers into the clean and 1iry ma "Ie~,

in a cates: th at only 60 clean :ankazs withiia t"he :_riiamely
owned flee: are available Ifor i~~- n. As of 1 Octoe

1983, 35 vissels capablez of car~yJ n g :ef -n -1 product:s h-a!

swit chsd to the crude trade , as 4illustrated -n --iouze 4-7.

An additional 32 t arkers within the p~roduct tanker -fleet are

cur~ently 'Laid u p In ,d e fin Itel y. The latter-- represents a

reduction :n lay-uo of t dc vessels whaich vere scrapped

between 1 May and 1 October of- this year.

Based upon market for-ces alone?, the trend appears to be

strongly in t he direction of decreased damand and a

conzinue d dcrease in the number of UI. S. flag tankers

available. The Military Sealift Commaad, inan attempt It:)

forecast future availability and construct: its fl1e et sui--t-

ably, has estimated that market forces alone Will further

*dsciw.ate the product tanker fleet by 20 vessels hy 1986.
(See Figure 4-) This potentilrdcio n ecs

capacity and tanker surplus (primirily through scripping)

may enhance the U. S. flag tanker business through sheer

survival of the fittest, but will simultaneously undermine

the capability of MSC to meqet DOD petroleum hauling require-

meats with the product tanker In both peacetize and contin-

gency si tuatio)ns.
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M a rk e for ces, howa7ve:, a z n o,: the only fac-:or~

expected :o impact or the f utu~e prouc-, tanker gece: -,I- h::

this countr-y. Cur rent !a e1islt ioa is also thr sa s n n- t~

f:ur=:h erz diminishi this strag ging Lad ustry. T h=_s e 1 is I-
tv e factors an" articioa-tsi imoac S re Bs e n a Vital

concern to bo-th', ta oewners ad mnilitarv olan-s a an

wI I th e ecr nbe d s cu ss 1 a: s a ig h I .H e ~c 11cw In q

Cha 0t er .
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Figure 4-3
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Figure 4-4
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V. U. S. LEGISL_4TION: CURRENT AND PROPOSED

The United States government his avidenced cons drble

concern for the larchant Marinefee by adcpting, dI c tl 1y

or indirectly, subsidizing legislation in i-ts behalf. Vi

1l- a46Slation has included the Jones Act, Construction, and
ODer at ing Differential, Subsidies, Tit ls X7 Femds:al Si z
Mortgage Guarantees, Tax Deferred Shi p Cons-ructicn Funds,

and Construction Reserve Funds. Whether thess acts have

been successfuil in nurturng a -erhant Marinrerei1uo

by both commerci-al and military souces is a matter of some

con j-ct-ure. It is safs to assume, howezver, zthat because of

hig;h const-ruction and manaing costs associated with shiJrping

in this country, unsubsidized U. S. flag vessels would have

extreme difficulty competing with the world ffleet.

Within the U. S. flag tanker fl1Bet, the Joass Ac:ti

particular has provided some relief, to surplus conditions

experieanced ia recent years. The opening of the Alaskan

Norh Slope in 1977 with its associated restrictioris on oil

export offered some re f uge to thea growing list of idle

tankers. A t lea s t a portion of th e t an ke r surplus
(including product tankers) was absorbed by this expardina

Alaskan trade, based upo n the Jones Act reservatifon of

coastal shipping to U. S. flag vessels.

LCurrent and proposed legislation, however, aow threaten
L t ofst -he relief heretofore provided. -ihi th-t

product tanker market in particular, there are three legis-

lative Issues which are viewed as having potentially detri-

mental impacts upon fleet survival. These issues include

the Port and Tanker Safety Act of 1978, the Alaskan North

Slope export proposal, and the DOT ZDS repayment issue.
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A. PORT AND I!ANKER SAFETY ACT OF 1978

The 1978 ?Protocol, spon-sored oy t:he Itroe

Maritims Consultative Organizati.-on at t hs 1974Sfeyo

Life at Sea Conventi-c-, (53L AS) , bt-came affecti4ve on. 19 Mav

1981. This Protocol introduced s--r-i7gant nejw saf-etv :Ia p-

ure~s ar-1d pollutio-n prevanticn f a =tor -s for intc at.oal

slipp~ng. The United States adoptsd these mc-asur~s L-1-o thez

Pcr an' Tanker Safety kct of 1978 fra"! ships calling at

U. S. PC=rtS.

The most s ignif icant ocrtion o0: thne act in rlt nt

cankers is the req-aiement for i 9:t gas sys ems (T S) a nd

sea egated Dallast sy st ems on sx sti na proD uct a~i cr u Ie
t..~~cers. Samr jae aatss s appar to be -4 Mar '"

pollution criented, reservin4.g cerra4n a anks orballast 4-
orde to e:escu-mn of; ccn-:a-Minatzd gaseous mixturSS

fro the r taniks to make way f:)r ballast. Ier ga

systems, cn the other hard, ara safety ro~ad re au iri4n g
non-inflamnatory inert gases ratherz than inflammlatory Oxygen

*combinations in t a nker systams. The 7GS dea dl ine for

ex-sr.ng product *rankezs In th-: 2),000 to 70,1140 DW7 ranqe
was 1 June 1983, alt ho g h her a is some evidence cf a

softening of attitude regarding t ho sa tankers operating

between U1. S. Dort s. All new prodact tankers contracted

after 1 June 1979, or delivered after 1 June 1982, are

reguirel to have inert gas systems in use when delivered in

czder to carry any cargo. Segregated or dedicated clean

ballast tanks are requiredl on all :lean produc-t tankers in

the 20,000 to 40,000 DWT ranga by 1 January 1986 (oz when

th3y reach 15 years of age, whichever comes fis) Cla
product tankers between 40, 000 and 70,000 DWT were requirel

to have segregated ballast. systems installed by 1 June 1981

(Ref. 37].
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This law adds millions to nee construction costs o_

tankers, and is estimated to cost approximatsly $5 milli

for retrofitting on existing -ank-as (Ref. 38]. .. ad i-

tion, segregated ballast on existing vessel- ca iss a

"reduction in earninq capacity because the vessel loses
one-third of the cargc carrying capici-y" (Ref. 391.

Figure 5-1 illustrates the IGS situation for U. S. flag

tankers on 1 lay 1983, one month before the lns-:alatio:

da 1in. We.ll over half the fleet in the 20,000 no 5C,000

DWT range were not eguipped with IGS, and only 13 ships

reflected definite plans to install IGS to mee the new

requirements. Within thea product tanker fleet in aartic-

ular, reluctance to invest in 1GS installation is a refiec-

iron of the pr oibitive cost, oor tanker ma-ket and th-

relative age of the fleet. Figure 5-2 illustrates that the

U. S. flag product tankr- fflee is :epreserned in large part

by ships constructed more thar twenty years ago.

"Many owners of older vessels, with little chance or
securing worthwhile trading, are unable to justify -he
large expenditure asscciateu with retrof it.i. g and -his
was undoubtedl-y one of the reasons zon-ributing to e
higher level of scrappizg during the year" [Ref. 40].

Segregated ballast tanks required in the 20,000 to

40,000 DWT range by 1 January 1986 are expected to further

decrease the number of available U. S. flag product tankers

currer.tlv in existence. New product tankers, with IGS ani

segregated ballast tanks included in original zonstruction,
are relatively few in number. These new constraction addi-

tions are also expected to increase the size of new vessels

-to offset the loss of carrying capaoility and enhance econo-

mies of scale. Those new product tankers in construction

tend to be in the 50,000 DWT range and beyond, precluding

them from effective MSC utilization (Ref. p1]. Present

tanker owners unwilling to invest in retrofitting face the
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alterrna-:ves of scrapring vessels or moving intt

trade market. The latter doEs not nacessarily re: -.-. -

long-term cution, however, as mor ani ore

the 1978 Protocol in-o local law. The Port an ?-e-

Safety Act of 1978 in the Uni-ed Stt-es, for ans-ac, 1s-

anplies to foraian flag t ankers en-rinq rj. S. ports.

B. THE ALASKAN NORTH SLOPE EXPORT ISSUE

A second legislative issue, zu.rennly befor the U. S.
Congre ss, involvBs -:he poter:-ia :aCDrCVaj -o oil s

from the Aias~ar. North Sloe r=se-Te. Alaskan oil excorts

represent .- extrem.> controversi: ssue which -as bmen

iebated throughout the cast decade. The Carter a -ii-- -

tion tried an d failed wice z e:tor-s -so ase ex;o:

rss!rictions in this arsa. A- the time of i:s w-ila, ...

current renewed debate hs nc7 been osoiled, ai-huh th

majority of ooinion indicates tha- there is little chance o-

success in o 7ertu nn current sxocrt rS tz- ions.

aqardless of the outcome of the present debate, -n Alaska:n

_expor argument I likly to con:inus for many years to

cMe. For tha- reason, it is pertine'zt to di scuss the
implications of this issue wi:h regard to the U. S. flag

product tanker fleet.

Alaskan crude oil export res-ric-ons are incorporated

in the Trans-Alaska Pipeline Authrization Act (TAPS) of

1973 and in the Export Administration Ac: (ZAA). Although

neither act bans exports outright, zongressional approval is

rsquired before exports can begin.

"Foreign sales of Alaskan oil are now permitted on! if
several criteria are met to ensure that exports wcul be
in the best interest of the United States. Thus, by
definition any attemgts to gut the existing safequard
are themselves ptoof .hatthe. perpetrators do not have
America's best interest' i, mini" (Ref. 142].
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The above quote from the Joint Ma-itime Conaress S=rv-s

illustrate some of the vehemence involved in the s-rIl

over Alaskan oil.

The orinciple lob.yist in favor of exoortS appears -o be

the State cf Alaska. A -eport issue - this yea- by -he

Alaska Statehood Commission a-g-aed that:

"..._he export ban keeps the oil from S "natural
markets",. .amely Japan and the Orieant. Th= law as i:
now stands forces ± he oil to be moved In exer.sive
American ta!nkers and depresses ta . price of the oil. r1f
the law is chanqed, Alaska's oil reve.nue ccul be
increased bv S530 tc .S00 mlio4 per year (In addi-
:ion) .the export ban forces -:e saie oz o-i zhz wzora
markets such as the mainland W est, Gulf and Atlantic
coasts dictates lonqand ex-ensive trios b U. S. faa
carri rs of soe 13,000 iSles ¢ia the anaa Cane!"
LRef. 43].

The repcrt further states that exporting Alaskan c:I cou1 d

h alp balance the trade deficit 'i:h Ja an, r-educe -rnsoor-

tat-on costs (based on a resultinq "trian !e" trade w-th

Mexican and 'ieast oil to anticipated shortffalls cn thq

Gulf and East coasts), and wcu d increase U. . wi:ndfall

profits tax receipts (Ref. 44). Their position in his

issue has been strengthened somewhat my the appointment of

Senator Murkovski (Rep., Alaska) is the new chairman of the
Foreign Relations Sub-Committee on East Asian and Pacific

Affairs" , and by the Reagan admiisra:ion's emphasis on

internaticnal trade and anticipated en--gy security benefits

to the Far East.

Opponents include "1the domestic maritime industry,

owners of the Panama pipeline, various consumer advocate

groups, and the major Alaskan Norta Slope (ANS) producers"

(Ref. 45]. Primary emphasis by the opposition has focused

on the potential effects on the tanker industry, increased

reliance on foreign oil, and aaticipated costs to the

government. The American Institute of Merchant Shipping

estimated (in a letter to President Reagan in March of 1983)
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that app:oval of ANS exports wou>. result in pe-h-Dr 2-

percent to 30 percent loss of activa U. S. flag tanaes,

more than 6,000 shipbcar! and shozesiie jobs. h !e-:e-

further states that ad1it ione1 aevenu-s to te S a o

Alaska and windfall tax %rofits to the federal gov _nnmen-:

wi 1l

comz directly from the shioDing indus-ry which w.

be economicaliv d -vastated. Th federal gover:en wil
lose some £303 millioa to 31.5 billion in fe a-M I I
insured Title XI mcrtgage loan guarantaes, azW,
tne loss cf tax revenues estima-e1 at $150-200 milic
from the vessel operators in ta S lomastic -a who
woul be driven o- or business and :heir eMOcyess wac
would be fo:ced out of employment. The consumer will
save nothing, and duri::g an emergency the consumer a.nlte rna tion .W__1 f ind t h-a mse17 es s a 0-t 3 czrue o an d
without a_ I s - n zt e i @ abiz to T.-.v e c_-,I I i E . -
Siuncrt overseas -__inary 1o.oyne--" [Ref. 46].

Al-houga ac-uaJl numbers df f : from es iat" e :o es m a - .7

anocars generil!y azccpz d that the f-daral gcv-rnnetr. woul!

in sod lose mrey thrcaah iefaulted loans by faili4nz -anker

businesses. Consunmer go ups cont nl that, a Ithough ANS

exports will have little ,c ice impact on Gulf and East coast

rei s Sn e CO tI S c.. wl ubtdlv ray

mora fo- their crude" [Ref. 471. T hi s view is based upon

the- exp:ct ation taat wiest coastz ref-'ari es would hne required1

to increase prices (so as to balanc_ export commitments) in

c-:dr?= to -e-ain access to ANS supplias.

The three majlor A1S zroducars (Ezxxon, Ar-co and Schiol
appear equally anexcited about a short-term ANS export

program, primarily because their own fleets are heavily

In VolVed i Ir ANS shioments withkin -6he United States. such a
program would have the same devastating impact cn these

fleets as or, the government owned flet, and would reoresent
-eiu hr-term losses in investmeat unlikely to beserious shoirt-er A.ssi ne metulkl ob

offset by increased income [Ref. 48].
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of jarticular interest ia this issue is th? ni~ae

redi'stri'butioa of U. S. :nil movement.,- caused by A'IS ex~c--s

Currently almost 20 -tercent of" subs-.iized tankers, a~i 1.:

hal th= unsubsidi S rzed -f! et, 4s 4-vv)lvz'1 i- AN--ue ans-

por: 'lovever,9-41- her the Jones Act no: subsi zaion i

enable U. S. 71a aankers to :opets eff-tively with-
:Q r ZeigCn fl1a C ton n aae if a 0o rt-St sr c t o -Is are- r sm 0Ven.

Ifex~or:s wcre permn-ttan-, tae ch:crast surolu= would
be absorbed in -:h- Pacifc- n4e, nsa C e:c
szhinrne -,o the East co-ast. Japan, w ~~ no!-:,v c
ist-: biishizg a wide Supply networK, Wou-1 0M- a T'ar0
o U -le-. as Would Sga1.10re. ca thea 7a: cast, C r U
1-l imports wolild be subs titu.ted 'for A'TS suliis.
~ns ~.kelly : ln a t sr m source is Pnuz~ o c :e

Ara bi-an G ui, 1 no t Sc uth a me r -oca or- iexcco SO'~ W 0 1
fiv 1Ef tH un: mion e~rc af alendi sta nces w1hile reduco-n sh : pin cso a 3 c Sao :-

T1he Alia r v Sealift Command's aop--aisa. :f te_

or an AN~S exoort 0o~c :s rLe- -icted r.?igurs 5- 3. M S :
helieves- that export uzl=er- fore.-in flag of A:IS cr'.e ~Iav

:isu 1t incur:rent4l'-y ANS ep '---ve -- I a: g cr=ude ca -4=rs -n-

U. 3. faz fleet bscomi-ng excess za:pacit:-y. Soma of ta-es;:

la--ge tankers may~ go to sz ra , wnil h,1aOthers cou1. rep, aoCe

:eSmall.er U. S. f2.ag tankers. In either case, MISC WOUL-!

ntcnt he loss of a o ro xi at-ly 20 t a kea-rs c-u7rrntlyv

r=ol m e i Va!n AN S Shn 10me nt s Ih range, however-, runs as high-
az cver 120 ships depending 1ipon th--e anoant of A14S oil

allcwed f.;- export. Product tankars curently employe-d In

AN4S transport are liksly to be tha first: to go based upon
'-iom~s cf Scale and reduced traasportati on costs of ferel

by foreign omnoetitiol.

.4 1 ~~n s pi -e of anr expectation by the De9p art ment of

Tr in spor=ta tion that a removal of the ban on XNS exports

would als=o include a provision guaranteeing carriage by U.

S. flag ships, such an export policy remains a serious

*threat to the merchant larire fleet in general and the
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product tanker fleet inparticular [Ref. 50]. hte:e
proposal achieves pa ssage by Cogress o saan eetd

thea ANS export issue is likely to :ema-,n a batirn -for
*several decades. While'- its defear may not save t-he prcdic-

tanker fleea: from conitinue d red ucti ons, Its succes-s wou'l

cerz:a-nly; ens-ire a more raoid damise. Opposi'tio.n by ~ec

hant ship-:ers is Ik ely t o renmain str-on- for t he- dura I o:

ho we ver. in the words of W. M. Banker-:, Presidr-n or: nazi

American- Institute of le::hant Sh-jp'ng:

Wes canr a sc a:t ain- no s ub stan. t ial1 b n sf I t o t he na n
:Itesests of the Ur. 4- ad St ates roin thea x Dc r- c:
Alaskan oil and .. ee consilarable negative and
!izstruc--.Vre imlac- As a conseq.ience, wea are = a.n-aus

-~ tOng' o r~pose to t hi -:= roposal =rd hooe h --

Ad-o.-raLo ,n cnrs wIl not make slich a
m~sa'e noicy 7hanae w hica ryws 11 b=.nit :r~

1:etrssts-bat can only be non-'ing snorn- of a aionuamen.il,
b.lunder wi.th respect to -' set of United S a -- z
national [neess Ref. 51 )

C. CONSTRUCTION DIFFERENTIAL SUBSIDY PAYBACK

The third government issue witha notenti a! imoa ct upon

the- U. S. frla g tanker f leet involves a P-opo:sai by the

Cepartmsnt cf lransportatio:n no allow "tankers of any size-

constructed with CDS funds and prasently ope-rating in thea

foreign trade to enter and operate -a the Jones Ict tra

upon tona repayment (wit neet; o h iam-ie D

a-mount owing" (Ref. 52]. This issue is presently befcre th a
U. S. District Court for thae Distrito-ouba ae

upDon1 charges by the Independent U. S. Tanker Owners

Committee that DOT overstepped i4ts iuthority in issuing such
6a policy. The case, however, actually began in the late

1970's.
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The Constructior Diff erent Ja l Subsidy is a p:; :a~

established by the lerchant Marinia Act of 1935

to place- the zonstruction -csts of ships built --:r the Jie

States on a parity wi'th f cre2.cn zonstraction zcsts. CDS

Jtsalf is generally defined as the differencs in )-

between U. S. shi pyari constr=u-tion anrl f o r 3gn s hiovya r'

cons truct ion. Either comoeri:-tiva, bid-ding ~r ne aota -:ed
ccatract- n:zlcs Tay bhe at-'14d to ar::Jve a,: CDS rate-s

w Ithin astati.Shed statutory cell inas.

In 1977t wnen t hs 225 ,J.) DWT usd-il Szuyvesanz

c--u Id r-It- fin-d e mplcy me nt n :or aJ-g a -,ra de-s, h er ownears

a p p 1 -*e to the M.a r J !i m s Ad zi n Is t : a't -on c :7 epay CDS an i
rji he do:mestic t-rade (wher e ANiS oil waz b eg inni to

o a r neiw ep1oy M enI, foCr -.I a rS) S Su b z - ia nt e z z-

est abl ishe d by the Ma:riti fe A1M-I _4s :r a t a 0 oern 4tne1do
rerunning only where "iaca aihnwsivle :

then only fcr tankshiJps i;n excess of 1)0,33D Diir" (Ref. 531.
In Sec ember :)J 1982, the U. S. Court of Apals revoked
the-'se I~azerim rules and dir-ected t~at new, P-7r~anpen-: u

be mpl?,ene. in January of 1983, th ermn o

Tr-ansport-ati;or issued i4ts proposal to -allow t*ankers of any
size to repay CD3 and reeter -,he iomssti-c tralz, wi th Ithe
preav io u f ian ci4al n sesd r -a u remc -t d alete--sd.

It shoul'd be ncted that the CDS rapayL-nenz rs sue a nd th

ANS expcrt issu:e are inn-rcat.ely coanected. Utilization of

t*he CBS program prohibits a ta n k : from U. S. domsstic

tradec. However , the pr;imar y rati-'onale f or re-entry into

that trade ait the present time rezsts upon the kNS domestic

market. Should the ANS export poic--y be approved, CDS

tankers would have little reason. to desi-re re-entry into the

.4 domestic trade.

Since the Stuyvesant case which ultimately resulted in a

di-rective requiring precise policy defini-tions of proposed

CDS repayment i6ss3ues, the Maritime Adminis-trati-on has

56 A1



adopted a "meanltime" pol-icy of gran-ing temporary waivers of
domestic trade restricti6ons :or larzge taksrs bu i nier

the CDS program. The maritime I.-Iinis:ratior h a tz (r a s 1

ov 9r 25 of t hese wa vr for vary large class ca-:-

(VLCC) s':nce 1978, tha majorit--y of whi4ch ha ve bees :0o

periods of a " months. in 1992' a!oe thes navr adde

approximately 900,000 DWT of capa~ity to --he Alaskan Ci

trade (Ref. 54).
The rationale behind DO T s pro ~sad unliie CD :ay

men-: appears to res-, cm, a beliefa that the U. S. fag flee:
would ba imroroved through a sriaofheit ten.vizorn-

men: Charles Swi nburne, DOT D ap u ty Assistaint for Policy

and Program Developmentr indi'cat ad - tsstimony befor= --hi
Hious e ~I zr c han t Ma=4ne Subzrcm4ttee - n M ar ch of thi4Sy -~a

thtte pro po salI would crsae a "b umpiq process

(-dheeby) the least effiz ient ships dcul 1 pull out : - -n

domsstir- trades" [Ref. 55]. He descri-bed these

c I:an t ships as thne "lsma'ller and older" tankers that would
probably be out of the t rad c soon anyway, based cm t he1

current tanker market.

DOT es::inatas that thers are currently 15' subsidired

VLCC takers wit.1h a tctal capacity of about 2.5 million DWT

that would be eligible f3r CDS repayment and entry Into. -:.Ie
ANS trade. If all 15 took advantage of the proposal, t'he U.
S. Tresasury would receive a n estimated $4175 million

(including $275 million in interest) in repayment (Ref. 561.
In reply to guestions regarding the potenzially devastating

effect on current vessels ir the trade, Mr. Swinburne

countered:

"..the very stiff financial cost, for a CDS tanker to
re--enter, a substantial ca ital investment akin to that
of a new domestic vessel. ur a nalysis did not conclude

(tht) f al fften VCCs enter The trade it is clear
that some existing cornpanies will be harmed, but there
are relative degrees of harm ... devasted is an extreme
degree of harm" (Ref. 57].
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The Rgagaa administrat ion thus far has been sippor: :_vz
ofthe DOT prpoa in it ot in g effort to cuzt a---

subsidy programs in general. No n.oaey has beenr budgated fo~r

the CDS program in the past two years (as of April 1983),

which reflects a substantial change from the 35)6.4 m~llicn

per year subs4 y p'rCgram f~ e'zec r *he. s PS de R ea ga r

took office (Ref. 58].

While DOT continues to 'Lsist that "'nasz natio4:na1 -ccnomy

will benefit6 because overall oil trzansportatc7- costs would!

be brought down by the greatIer efficienicy of th; rslatively
new1 susdie tankers", pponents of the prosal conti nue

tCo protest what they view as yet another instance of qovern-
- ~-eFrnce (Ref. 591. The o sicneStand I:n t hi

matter may be b es t illustr:at!ed by additional c3m ms n s m a d
at the H-ouse Msrzhant jarine 5u b m ltt a hear=1g held4 in

March of 1983.

Ran Hettena, appeari ng on behalf of the Amer-Ican

Ins,:itute of lerchaat Shipping, stated:

91We never dreamed th aIt the ground rules that f ir mly
seaparated the two trades, .and rp~uired shios built wiza
subsidy to oprate exclusi.vely in forei~n tradeI would
be subverted. An yone could assess coas-wise supply and
demand in it1- own, terms, and back his judge me nt wthhi
own mcne-y, wAthout: fear that the ::)nditi.:ons of -the world
mdrke:. would be abruptly imported. Suddenly, howevsr,
the whole sabsidized f~set Is to be allowed to abandon
J.its statutory and contrac:tual comnzme nts, aad to flood
into domestic trade, which will be destroyed. Is it not
profoundly 11 just that the government should talk of
recovqr~ng It _nvestm-:?t a subsidy, which itaper
to thinPk was a mi sta k= when that recovery can only take
place at our expense" (Ref. 60.

Michael Klebanof f, President of t-he Amerizan maritime

Association (and of Ogden laring) , sai d:

"ITh e new pr3posal ... takes up the position that artifi-
cially forced competition, the creation of the govern-
ment ag ainst the basic poli.cy of the statute, i
desirable in itself because 't will eliminatv-e "line ffi
cient" shiTps in the domestic let-mangit seem;s

*smaller toihnag-p, the ve; y tonna qe, by th way, thiat he
Mavy tells as :Js essentil ?1 or Its wr tiLme op erations.
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The permanent introduction of 2.6 million DWT Cr ':-
largest subsidized *onna qe wdi dri ve all ind e nd=n~
tonnage from the Pacific basin; According to o,r calcu-
lat ion, -he Atlantic side o th. Alaskan trade, wniCh
has already been much reduced by the Panama pipelne and
other commercial conditions, dill requirs under one=

million tons of non-propriezary shippig; aainst which,
if or.nIy -:en subsidized' ships in tae 95,Juo DWT ranqe
should ent.er4 there will then be Dver three millin tons
of modern shipping competinq for the business. That is
a formula for economic disaster" "Ref. 61].

Finally, :aritime Institu-e for Rasearch and irndustrial

Development P-esilent Julian Singma s--atsd:

"In cur opinion, no or:oosed rule or :9gulation tha: we
have seen in many s as ben ca~ube ot maa oe,

-;sr -he d6ss of;mischief fnr the American rrerchai-: Aain . h!s o
tonnage the loss of joos 1.na -ae less or defense
preparenesss could be er.:ormc is' [Ref. 62].

The M-ilitary Sealift Co .n 's analysis of CDS repayment

impact ipcn the product tankZ: fleat oredicts an m eI-ate

loss of 20 tankers in the 50,0-0 DWT and less range if such

a proposal is enacted. . Their foe-cast fcr 1986 includes

only 74 product tankers in the militarily useful arena, and

perhaps only 125 vessels in the ent:-e U. S. flag tanker

feet (including crude carriers) . heir oredictions for the

product tanker fleet by the year 1986, based upon an

approved CDS cepayment policy, are illustrated in Figure 5-4

by employment within the marke- (Ref. 63].

The three issues discussed in this chapter appear to

reflect a change in attitude by government agenc-es toward

the U. S. nerchawnt Marine. Regulation which has histori-

cally been protective in nature his given way to a trend

toward deregulation, and a seeming reliance upon competition

and market forces to upgrade and maintain a efficient

fleet. Although the results of this changing attitude are

based, at present, cnly on prediction, there appears to be
sufficient grounds to expect that approval and enforcement

of such policies would indeed change to some extent the
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appearance of the U. S. flag taaker- flaet. HOW h DOD

petrclaum di.-stribution system, aad the Militi~y Sealif-

Commiand, will or should react to this changina r =-soicrcC

e rvj.:,onm en t is an issue causing s:u debats and consda-

able soul-searching within the miulitary commnunity.

p
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71. SUM MARY ANJD CONCLUSI ONS

A. SUMMARY

The precadinq chapter=s have attampa ed tc araw a picture?

or the system which contro-ls acgasto n itiui:o

PGOL witain- the Deoirtment of Defensa. It, iS an. unauest-on-

abl imcran:sytem rn rational iaf ease ongo" ng act'iv4- .es

and future planning, ye-t: zne whiich :ece'vas i mite d a ckn-.CW

edge ment or publ icit y. In a reflqction of t -3_4r CIiI 4a n
counterparts, t he :na inrit y of: d fne -as~e. ~er:

take fuel~ e:'ergy for granne-3d. The sysn-en, howeve=r, rq~

Prec ise coordination and knowlelgeable M a ,P ul a::C n.

Withou-t experts in every branch an-.i oja. -zatioaal structursz

wl'thin DCD wirking clo-sely tcg:!ha: -o coordi~iate require=-

Men__s and difstributic, t'he systenm would cease toc functz'o:

effectively.

This system is also, out of neczessity, extensively

commercial in nature. DOD owns no refineries, and insuffi-

ciernt tank-3rs to conduct its POL busine-ss. It milst rely,
therefore, on comercial refineries and fleets to supply its

needs. This strong reliance :equ--ies the system to conduc-t

islin a commercial m an r. e: n order to compete or, an

equal basis with other customers. out of a requiremen.: to

ma in tain cost efficient operat ions, p ro f It (or at least

break-even) oriented goals and fuandin rcssae

utiIi ze d in a reflection of commercial enterprise.

F>Revolving funds enable both DFSC and %ISC to conduct the

flexible and ever changing business of POL effectively.

Only individual service f uel requirements are actually a

pat of the DOD budget, with DFSC/ISC acquisition and

distribution expenditures refunded by service customers.
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W ith --n -:his Commercial. oontext! DFSC a c,:s as 7D DS
"Exxo" (und~er exclusive zonrt) ftO rou~"

routirg, w -'t h data obtained fromn DF./JPO agan:s ar:c

re~uiener~S. The %ISC Tanker Division "Shpin ~z any .s

one elemen:_ of the transportation rzesources ava4 ab' :o
";:C or POL mv~mr=nt. E sseni:4 11Y a -::ramo Do er an~~

defi_4niJt 4cn, ISC tankers have no iioe oo-rt. ins- ead he

travel cnni'syworil-wide toc perform pickup an d deI r r y
act:itcs ae on the dictates cfz DFSC scheshlina.

Because of -:he na- u:e of DOD POL requ:remnns for ~:a

rilv small 1o~iS of s-3rs:z:vr avi.a::c-n -nyps fuls, --he clsan

Droduc:_ tanker has been --He -major focus :f: MSZ :izao.

This s r sciJa I ze d pouzt tankear has prc~vided h e s c:-s sary
sare cat-ensr- .za:,.n -Z a v'.. t y Cf PL 2:iu s

r? 1a : 4 S E scel and flexibLity o f :)_erza-- OnS nccs

=arv ty DOD.

Te -n ysars ago H rh oc c: t-anker indu s rv wasa

tu rg ec n nq bu sine- s s expandinq raroi'l to 11 e e S ,1 Z uS

m ~a zd. Tzday it is ir a Sn.ate 3f coliapse, 4 w'I-, g rW inc

excess ca~aci-:y and icreas:zq sc:i. p an iy -up a c-:v: s .

hieDOD's sliphasis on-:, cost effezti'vaness hras no: changed,

'as (al-ong wi-t h the rest ofz the w o r1i) underlins! tha-:

emohasis by ac--iively saeki-ng caeape: uoIez of POL trans-port,

of ten seem in-gl y withoI ut req arl toc re -diness. The res:.ln_
-ncrease in localized refinery/pipeline/tug -i barae usage

has olayed a aajor part ir the decline of the produc:_ tanker

Legislation within th.e Unit.ed Sza-es romisst lya

ever larger role in that declia=e, -as -:hea gove r.-.men

eevilences a changing attitu.de to ward the Merchant MIari.ne in
general. Protective Policies of oast decades appear to be

giving way to a reliance upon markat forces and a disincli-
nati4on for financial Jnvclvemsnt in U. S. shi-pp4-i a.
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Ficiure 6-1 i" ustrates the delne i ~zariyus:

rOduc t tanksrs ove:7 thl !a s-: thriees decades.A .c

need is not aa unusual piranomanon subsequert otnac'

*a ad war s-zuanos and the gro'di g Siz o

-eFI zctzd 4% the much slower decl:i --i dead weigh- -on-a-3.

The re has been, none::h 'as s, a very shar : ro pn d ~ g

decade. Fo, rzcasts indi cat c-t hat4 tais decine i liel

be Darticularly steep for the- r e mana r of ti 9q)'s~

Ieas". ailzta-1Y useful -,roduct taanners ar onv2 v Ds a

aYi.ng b~ee.3 in- a rilvde caYing 'ad-Isnt7.
The~ i'n'-ial quest_-_on r-alsed by this j-lony :~z ns

-- "so wat?". "iow geui 4l i0C:-:ann- is 'eEiiai
;is~orl rd uct t arker he futus D'Dotrl- .;~u-

::Dn :y n >hoth -:? 1 3~ a n d on:ec C: 1) (9 17S 1

What canz _ns aker do t-iat no otas: mode a? Wa ae

concern, for DJD?

Obviously an ax- ensive st-udy coili be bu'ilt around these=

gu -s t on S. A11lthou t~-haze is rsea-ch bng Th~ccncern;--

POL tzanso=ortation,, in general1, v -r -Y -;:j1 i.e d researonh exJ.-tS

cocrina -h cual valu? of the pzoducz tanker in par::c-

ular to DOD. it is :eer'>-cognized, however, tnat the,

p::oduct tanker offers speed, flexibility and carao char7ac-

te ristics (e.,size a nd m' itaryZ POL comipatlibi]ity) th at

ar e pazticularly adaptabl1e to w a rtI n a nd continqency

sc sna rio s. I t has not necessarily be-en established that

they are the only mcde of transport offering such advar.-

tages. Nor is itcertai n that the present s tlua-ion does

not reflect a natural market pruning of an outdated and high

0cost ccamcdity, with ptential replacement by better alter-
nati4v es. What is certain is that the product tanke!,r is on-

of the mcst expensi"ve distributi-on elements for DOD, -and is

thus highly susceptible to cost effectiveness polIicies.
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If one accepts that the product tanker is vital -o DCL

cperational planning, then it is necessary to ex ! re 'h:
types of action an1 behavior that can be uti izSd - a:

effort zo retain it as a viabie reszu:ce.

B. CONCLUSIONS

There appear to be three general action at1trna ves fo

* consideration regarding the potential demise o' the or:durc_

tanker fleet:

1. Take action to sipport and main:ai.n

product tanker availaoiliny;

2. Adapt to 'h _ changing envircnmen-t;

. r do ncti-n.

These alternat iveB actios will be discussed pri-mani' f:o7

an :iSC view 'oin, since they aze pezsently th ms- v* -a!-,,

concerned and inv.ved in this area of conjecture.

in discussing the first alternati ve, it is par-icuiarl'_

heloful to :nzlude a numbe_ of actions which LIS: has i-ezti-

fied as having value toward a policy of retention of th

prouct tanke r resource. Included are strong DOD oppositio:
tc both CDS repayment and ANS exports, as well as severa-

indirect subsidization schemes. The latter involve th;

* suggestion that other employment be created for small clear

*-. product tankers, such as increased afloat storage an-

- refueling at sea respcnsibilities, or that the MSC fie=- b,

openly over-sized to meet contingency requirements rathe:

St- than peacetime needs. In addi.ion, they suggest thai

current commrcial surplus tankers dastined for scrap b

purchased (at considerably lower prices) for expans.ion o,

* "the Ready Reserve and National Defense Reserve fleets.

Finally, they suggest that direct subsidy, when comparec

* with the costs of reduced capability, may be the leas ,

expensive alternative in the long run.

8.
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Aside from opposition to CDS repayment and ANS exp::zs,
each of these actions designe:d to retain :hein proiuc* "~

fleet riepresen: a consi-dacabize cost -:3 DOD ana -ae:2=:n

*men:. Excess capacity, as the 0M~ra. I-~z

discovered, i4s excessively expensiv=?. Funding for both tanB

*RRF and NDLRF is a budget item wHica :ace-ves annual Ca.Ln.-

taking Congressional attention, ani additional fun.dJna for

acqi -si:: on an d mai6nte nance as unl to r:- ei ve f av c rat?

rs sr o nse . The afloat s-torage vs. i-ground storage ise~

on e which requires further stu dy aad oiannini before takina

any action. 2 here is some question, mor eover, as to whehar
th tug and bar ge ccmbinaticr mighz not be t-he all around

bat-er methcd for such szoraaa. 3ased! Upon curr en:- qovero--

niental attitales and zoli cie s, it apoc_-ars aiu k-j tHa -

Udirect subsidy of t hs pzodauc- taaker f 1 4S a via b>

alternative. only -the rafueling it sea activity, _n Wlic.1

MSZ reqiir=emaats have no:e thlan doubled over zhe -as si

years, appears to Offer potential for -4ncreased prcluct

tanker e-molcym-ant. Yel: as DF3C c-,atinues t o c-ilzeoher

modes and r(Educez XSC flteet size, tais aspect i-s unlikely to

provide sufficient emplovment_ for :imal contir_.ency fleet

S~Z-ig (Ref. 64].

The second alter-native action, adapting to the charging

environment, requires a change in some of the basic aSsump-

tion s which underlie cu::rent ope~atio nal planning. 'ISC

suggests that present plarning assumes that the majc::y,: of

POL required~ for wartime and contingency efforts will origi-

nate from the United Stites (spazifically fr: m the Gulf

coast) , thereby requiring extensive product tanker capa-

-. bility (Ref. 65]. DFSC, however, contracts for and stores
POL worldwide. if the assumption were modified to reflect a

dependence upon oil scurces within projected scenario loca-

tion s as well as distrIbuition systems, from NATO allies,

potentially less pr o duc t tan ker capability would be
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ragui red. The latter sugge-Stion las be-n rased J.= ae E

1ia, Deputy Drectcr of7 te r anrker Di4visior.
Headquarters. Other suggesti'ons include- a relaxing, off t ae

rsquiremer~t to use U. S. flag v~sseis wftlcn WDuld h~ea

impact on MSC flaetc requiceinen~s. 1:. Iilas suqges-s -:'a-

the deoendence which could be oace! -)n a fr: zn zhi c nwner
zo transport* POL in to a con ri -,-,c v or: w arn m a r Sa may be

tosoe xent: a function o -.he do' lar rzca D-D is w ''~u

-to pay for such service [Ref. 66.
Wthi n -h= context0 mf chcr ssmtos a :ai-

nan fo r d eta d aSs s Sm e nt o f a .1a ilabl :or

In c Iu d Ing a planned convsrsicn or a 1a p aio -sh e me in a-

reso Ur C'esL. large 7zrle rS -_ Z_

: ayava-labl asset, thein a scaesne by whi c h :ev c an 7.

qliickly ccnvert:ed f C TO M~: aus e e~ iv sI S
a d-ap t:o t n -!w in v r o:n et y~ s z n*: fetsrc

to meet DFSC needIs, t isn contingency nlan7.ni-g 7 ist inclil

the n :u.-)b r of Ships liksly to be raq.uirsd to '-xoa:.:Is

flet Ieem: c h~ te relationshin obetweer. c-:-iliaz

i eurementZ ind i il i;ary reguizemats in continqoency situ-

a t 4on s Js nezessazy to ndem- if-y :e extent of resources

available f:or miilitary hold and ut4ilization. Tn addition,

pn:nn must include an Siniia if raaial ore.;.-
st:orage fac4iliti-es and a Ieate~mn~o Of whetnear :nczeasqI

pr -zr)o si4ti4o ned s tor agqe is a vla . la alteznativs tc trn-

oceanic shinment.

Finally, an increased depoendenzs on commercially avai-L1

able fue versus the curren-t depenilsaze on fuels refi;ned' to

met iltary specifications, cou'd pozentially increase the

Savailable resources for POL lift. The product taaker's

primary advartage is, af te: all, the ability to strictly

compartmentaliz e and protect sea si tive military fuel.s.

Fuels le ss susceptible to short tan k I fea an d co n am nat ion
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could e'ffectively increase the number 'of shin s ava-i2.ao)1 --o

carry it, as well as decrsasing currenrt necessary adaprta-:no:

rsquizement s. In a ddition, the use o-f commercial>, 2 _-

*able fuels would also increase then oase of acquisi-tions= botn
-:locally and woLwie Theze is, :)f course, a poa-fs7-a nce=

*cost in such in alterna-,ive I: is a cos-t w-, h ul ti4m a-ely

must be measuced against the Cost 3f t:oo lielift capa-

b--'iity and tioo few PCL sources.

The last alternative involves alow_ .r_ the marketl to

essentially take care cf the proolem t-hrough supply/demand/

comprtiti:on factors. Taking nc action would resul.z, thZo -

r st ic aly, in: 1 allowing DFSC and --he world marke-t to
cot~~ t nceae'7e~.e onr pi 7.S a:.- tu-,,g barge=

ncde tas;t 2) allowi-ng a zon-inued lec7-pa-zai

fleet si4z in g b ased on, decreasi,-g DFSC requir~amen-tS; 3)

taki ng no act; on to curtail a diminishing conmmr7-ia, :5

tane r fle;and !4) dependirg uon market_ fccs -:o supplit

a susittror product- tanke r ca pa bili 4ty.

The concrt unity to cHoose -anr alItear na tiJve ac t Io n -i plIe

tha- the si tuati or has been closely studized, acceDoned, a-,.d

that planning activities are well ualer. way. A da p ta o n S-
o b vi4o usly th14 e o r ef srred rDoute in i s *ns tan ce, yet wear
rapiLdly approaching the ocin:t where tha only alternative

wilI be t o react to this chang,6ag resource e rv ro nme n:.

With1 the exception of the Military Sea!"ift Command Tanker

* Division, there appears to be limited iAnvolvems-t or concern

regarding the potential loss of the product tanker flee:- as

an element of sealift capabilit"y. At the preseat time, only

one pertinent study appears to be inderway. The original

"DOD Sealift Study" attempted to e3f Inea and quantify all

types of lift c a pabil1it y require-zd for contingency and

wartime purposes [flef. 67]. Because of major disagreements

concerning the study's projections for future capability

with regard to the product taa~e= by the MSC Tanker
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D-vision, a separate study is now being condicn!ed oa n

adjunct to the original w it a is primary focus on --he

product tanker resource (Ref. 68,69]. It Is to

th- at such a s-nudy will provide a base o; ~n f:)r:n a --: 4:)4fc -n
which DOD Planners can def ine a pol icy e, actio-n regard ing

*DOD' s role in future POL sealif:

in zhe fi na 1 an alys is, thesre are only twc real izs'es

*which must te considered and resolved: 1) how -much and waat-

kind of carrying capabili'ty is reguired for the DOD nsenro-

leum distrzibution sys-.em to contnJnue= :3 operate affec:iv7.y:

and 2) what trade-offs between readinesss and cost ffce:c

is DOD willing to make.

The product tnker has bzen araiyaalL n

high -aab asse E: Or th ditib o s-teD.

thsau -hor's opinion that it will t-nn~en be an n -

of tan System, albeit a rsdi::s! on, for Manv yea.rs to

comz.. It is s im ply too agi4le, t-oo flix-ible, and oo r s ff
::veC: ne ualiiesof uck response needed by the mili--

tary to let disappea:_. Inis unli-kaly, howevsr, that
continus to car the buclen for ?)L sea!.:t epsilv

ncontiLngency and warti-me scenarlos.

"To assume that you car, move huge amourts o petroleum
long listanoes (via the oroduct tanker) .. Is jus.: not
valid anymore. The military has to adapt Its p :anni.ng

whe-an the commercial system changes, we nave tc
change. if we don't change and we cafi': adapt, -:hein w--
Will have t:) s;pend bundles of dollars !:o create our own
distz-ibution sy'stem. And no one is going to be w il Iin q
to do that" (Ref. 70].

Reainess does not depend upon the product tanker, but

on the ability of DOD to get POL where it's needed and when

it's needed. Therefore, it is vitally important to identi-fy

where available and assured sources of POL are, and thus

determine route distances require fo . o6etan li

mately the transport ation mcdes best suited fOor those lift01

* situations.
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Simultaneously it must be accepted that readinsss IS a-

elusive quality which wil las ec- cs fi-.c

limits. Ultimat-ely our legres of readiinesa will d-pztra on

hcw muc.h we ar:e willing t o Day f:it.r

"4 I4
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